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SUBJECT: ECONOMIC DEVELOPMENTS FOR PERIOD APRIL 7 
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THROUGH APRIL L3, L976. 

SUMMARY. THE IMPACT OF INITIAL SKIRMISHES IN THE BAR- 
GAINING OVER THE NEXT PHASE OF WAGE RESTRAINT CONTINUED 
TO BE A FACTOR IN THE FOREIGN EXCHANGE MARKETS, AS STER- 
LING AGAIN DROPPED TO A NEW LOW BEFORE RECOVERING SLIGHT. 
LY. THE RISE IN INDUSTRIAL PRODUCTION COUPLED WITH A 
SMALL CUT IN THE RATE FOR HOME MORTGAGES INDICATED ACTUAL 
OR POTENTIAL STRENGTH IN KEY SECTORS OF THE ECONOMY. THE 
OUTLOOK FOR INVESTMENT DURING THE SECOND HALF OF THE YEAR 
BRIGHTENED AS COMPANIES BEGAN TAKING ADVANTAGE OF THE 
GOVERNMENT'S ACCELERTED INVESTMENT SCHEME. THE GOVERN- 
MENT'S INDUSTRIAL POLICY MOVED A STEP CLOSER TO FRUITION 
AS SIX COMPANIES AGREED TO DISCUSS ENTRY INTO PLANNING 
AGREEMENTS WITH THE GOVERNMENT. END SUMMARY. 

1 . INDUSTRIAL PRODUCTION. THE FEBRUARY INDEX OF INDUS- 
TRIAL PRODUCTION (1970 EQUALS 100) STOOD AT 101.4, A RISE 
OF 0.9 PERCENT FROM THE REVISED JANUARY FIGURE OF 100.5. 
HOWEVER, THE INDEX OF MANUFACTURING PRODUCTION WHICH AC- 
COUNTS FOR ABOUT THREE QUARTERS OF TOTAL INDUSTRIAL PRO- 
DUCTION FELL BY 0.3 PERCENT IN FEBRUARY TO A LEVEL OF 

101.4 FROM ITS REVISED JANUARY LEVEL OF 101.7. THIS DE- 
CLINE WAS DUE TO LOWER OUTPUT IN METAL MANUFACTURE AND 
"TEXTILES, LEATHER AND CLOTHING." IN THE THREE MONTHS 
THROUGH FEBRUARY THE OVERALL INDEX HAS RISEN AT AN ANNUAL 
RATE OF 4.8 PERCENT. HOWEVER, FOR THE YEAR THROUGH FEB- 
RUARY, INDUSTRIAL PRODUCTION DECLINED BY 3.4 PERCENT. 

THE COMPARABLE CHANGES IN THE MANUFACTURING INDEX ARE A 
RISE OF 3.6 PERCENT OVER THREE MONTHS AND A DECLINE OF 5 
PERCENT OVER 12 MONTHS. 

THE INDUSTRIAL PRODUCTION INDEX IS DERIVED FROM DE- 
LIVERIES AND NOT ACTUAL OUTPUT. AS A RESULT THE OVERALL 
INDEX IS BELIEVED TO HAVE OVERSTATED THE LEVEL OF OUTPUT 
BY 0.5. 1.0 AND 0.25 PERCENT DURING THE SECOND, THIRD AND 
FOURTH QUARTERS OF 1975, RESPECTIVELY. HOWEVER, IN LIGHT 
OF RECENT UPWARD REVISIONS, ACTUAL OUTPUT MAY HAVE RISEN 
BETWEEN THE THIRD AND FOURTH QUARTERS OF 1975 BY OVER 
0.5 PERCENT MORE THAN INDICATED BY THE INDEX. 
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2. STERLING. THE RECENT DROP OF OVER 9 PERCENT IN THE 
TRADE WEIGHTED VALUE OF STERLING HAS JEOPARDIZED THE GOV- 
ERNMENT'S SCHEDULE FOR REDUCING THE RATE OF INFLATION TO 
10 PERCENT AT ANNUAL RATE BY THE END OF 1976. IN ANSWER 

TO A QUESTION IN PARLIAMENT, PRICES AND CONSUMER PROTEC- 
TION SECRETARY SHIRLEY WILLIAMS SAID THAT CURRENT STUDIES 
INDICATE THAT A 5 PERCENT DROP IN THE VALUE OF STERLING 
LEADS TO AN ADDITIONAL RISE OF BETWEEN 1 AND 1.5 PERCENT- 
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AGE POINTS IN RETAIL PRICES OVER A 12 MONTH PERIOD. IF 
THIS RELATIONSHIP IS VALID. THEN THE RATE OF RETAIL PRICE 
INFLATION DURING THE NEXT 12 MONTHS COULD BE ABOUT 2-3 
PERCENTAGE POINTS ABOVE THE GOVERNMENT'S TARGET. 

3. INVESTMENT INCENTIVES. IN HIS RECENT SERIES OF MICRO- 
ECONOMIC MEASURES TO REDUCE THE RATE OF INCREASE OF UN- 
EMPLOYMENT AND HEAD OFF BOTTLENECKS APPEARING EARLY IN 
THE EXPECTED RECOVERY, THE CHANCELLOR MADE 120 MILLION 
POUNDS AVAILABLE TO FIRMS WILLING TO BRING FORWARD PLAN- 
NED INVESTMENT SCHEMES. THE GOVERNMENT FUNDS WERE IN- 
TENDED TO COVER INTEREST RELIEF GRANTS OR BE USED FOR CON- 
CESSIONARY LOANS FOR INVESTMENT PROIECTS BEGUN BY SEPTEM- 
BER 30, 1976. TO DATE SOME 35 MILLION POUNDS HAS ALREADY 
BEEN COMMITTED AND THERE IS STRONG DEMAND FROM FIRMS FOR 
THE REMAINING 85 MILLION. ABOUT 700 MILLION POUNDS IS 
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EXPECTED TO RESULT FROM THIS PROGRAM. THUS EVERY POUND 
OF GOVERNMENT MONEY IS BRINGING FORWARD 5.8 POUNDS OF PRI 
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VATE INVESTMENT. THE ACCELERATED INVESTMENT SCHEME AP- 
PEARS TO BE ACHIEVING ITS PURPOSE. 

4. MORTGAGE RATES DROP. MOVING IN A DOWNWARD DIRECTION 
FOR THE FIRST TIME SINCE 1971, THE INTEREST RATE ON HOME 
MORTGAGES WAS REDUCED FROM 1 1 TO 10.5 PERCENT. AFTER THE 
SHARP DROO IN OTHER INTEREST RATES, THE BUILDING SOCI- 
ETIES (SAVINGS AND LOANS) HAD BEEN UNDER STRONG PRESSURE 
TO CUT THEIR MORTGAGE RATES THE DECISION WAS DELAYED 
UNTIL AFTER THE BUDGET BECAUSE OF OPPOSITION FROM MANY 
MORTGAGE LENDERS WHO BELIEVED THAT THEIR MAIN COMPETITION 
CAME FROM LONGER TERM GOVERNMENT SECURITIES YIELDING A RE- 
TURN COMPARABLE TO WHAT THEY WERE OFFERING TO DEPOSITORS. 
THE SMALLNESS OF THE DROP REFLECTED THEIR POSITION. WHILE 
WELCOMING THE DROP BOTH THE GOVERNMENT AND THE HOME BUILD- 
ING INDUSTRY WERE DISAPPOINTED AT THE SIZE OF THE CUT. 

WITH THE INFLOW OF SAVINGS CONTINUING AT VERY HIGH LEVELS, 
ANOTHER CUT IN THE RATE MAY OCCUR LATER IN THE YEAR. 

5. CAR REGISTRATIONS. CAR REGISTRATION FIGURES FOR MARCH 
SHOW THAT FORD EDGED PAST BRITISH LEYLAND ACCOUNTING FOR 
26.9 PERCENT OF THE 1 19,900 AUTOMOBILES REGISTERED. HOW- 
EVER, OVER THE FIRST THREE MONTHS OF THE YEAR. LEYLAND 
CONTINUED TO LEAD THE LIST BUT WITH A MUCH REDUCED SHARE 
OF THE MARKET. OVER THAT PERIOD REGISTRATIONS TOTALED 
358,200, UP 1 . 1 PERCENT FROM THE FIRST QUARTER OF 1975. 

BRITISH LEYLAND'S SHARE DROPPED FROM 34.5 PERCENT TO 28.5 
PERCENT, WHILE FORD'S ROSE FROM 20.1 TO 25.6 PERCENT. 

IMPORT PENETRATION ALSO INCREASED FROM 31.4 PERCENT DUR 
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ING THE FIRST QUARTER OF 1975 TO 34.5 PERCENT THIS YEAR. 

6. PLANNIG AGREEMENT DISCUSSIONS ANNOUNCED. THE LONG 
EXPECTED ANNOUNCEMENT OF THE NAMES OF COMPANIES CONSIDER- 
ING THE ENTRY INTO PLANNING AGREEMENTS INDICATES THAT SIX 
FIRMS 

- BABCOCK AND WILCOX 

- CLARKE CHAPMAN 

- HEAD WRIGHTSON 

- WHESSOE 
-GEC 

- REYROLLE PARSONS 
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HAVE AGREED TO BEGIN DISCUSSIONS WITH THE GOVERNMENT ABOUT 
THE TERMS OF PLANNING AGREEMENTS. SUCH AGREEMENTS (SEE 
LONDON A-999, DATED 1 1/28/75) ARE DESIGNED TO CREATE A 
CLOSER RELATIONSHIP BETWEEN THE GOVERNMENT AND THE 100 OR 
SO LARGEST PRIVATE CORPORATIONS. THEIR GOAL IS AN INDI. 

CATIVE PLANNING ARRANGEMENT ALONG THE LINES OF THE FRENCH 
MODEL. INDUSTRY SECRETARY ERIC VARLEY MADE THE ANNOUNCE- 
MENT; HOWEVER, EACH OF THE COMPANIES EMPHASIZED THAT ACTU- 
AL AGREEMENTS WERE SOME WAY IN THE FUTURE. THE FIRST FOUR 
ON THE LIST ARE PROCESS PLANT MANUFACTURERS WHICH DEPEND 
ON THE GOVERNMENT FOR AN IMPORTANT PART OF THEIR BUSI- 
NESS WHILE THE LATTER TWO ARE LIMITING DISCUSSIONS TO 
THE TURBO-GENERATOR SIDE OF THEIR ACTIVITIES. THE AN- 
NOUNCEMENT REPRESENTS AN OPENING WEDGE IN A HERETOFORE 
SOLID INDUSTRY FRONT WHICH SAW LITTLE GAIN TO BE HAD FROM 
SUCH AGREEMENTS. THE CONSIDERABLY MORE FLEXIBLE GOVERN. 
MENT POSITION ON THE SHAPE AND NATURE OF THE PROPOSED RE- 
LATIONSHIP HAS HELPED TO BREAK DOWN INDUSTRY'S SUSPICIONS. 
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7. EXCHANGE RATE AND GOLD 
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EXCHANGE EFFECTIVE 

RATE ($) DEPRECIATION GOLD 


DATE 


(PERCENT) 

4/7 

1.8685 

35.8 

128.00 

4/8 

1.8435 

36.8 

128.50 

4/9 

1.8380 

37.1 

127.75 

4/12 

1.8430 

36.8 

127.25 

4/13 

1.8525 

36.4 

128.50 

HANGE 4/6-4/13 DN 

.0090 

UP 0.3 
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8. FORWARD DISCOUNT ON STERLING 


DATE 

1 MONTH 

3 MONTHS 

6 MONTHS 

4/7 

0.85 

2.17 

4.30 


4/8 

0.87 

2.40 

4.30 


4/9 

1.00 

2.70 

4.75 


4/12 

0.85 

2.60 

4.60 


4/13 

0.78 

2.35 

4.35 


HANGE 4/6-4/13 DN 

0.09 

DN 0.02 

UP 0.10 


(ALL FIGURES IN CENTS) 


9. EURODOLLAR INTEREST RATES 
DATE 1 MONTH 3 MONTHS 6 MONTHS 

4/7 4-3/4 5-3/8 6 

4/8 5 5-3/8 6 

4/9 5 5-3/8 6 

4/12 5-1/4 5-1/2 6 

4/13 5 5.1/2 6 

CHANGE 4/6-4/13 UNCHANGED UP 1/8 UNCHANGED 

10. STERLING CERTIFICATES OF DEPOSIT 
DATE 1 MONTH 3 MONTHS 6 MONTHS 

4/7 8-5/16 8-11/16 9-1/16 

4/8 8-5/16 8.23/32 9-3/32 

4/9 8-3/8 8-13/16 9-5/32 

4/12 8-1/4 8-3/4 9 3/16 

4/13 8-3/16 8-11/16 9-1/4 

CHANGE 4/6.4/13 DN 5/32 DN L/16 UP L/16 

1 1 THE MINIMUM LENDING RATE REMAINS UNCHANGED AT 9 PER- 
CENT. ARMSTRONG 
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